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Executive  Summary 

This  Report  to  Congress  entitled  "Study  of  Health 
Insurance  Designed  to  Supplement  Medicare  and  Other 
Limited  Benefit  Health  Insurance  Sold  to  Medicare 
Beneficiaries,"  was  mandated  by  Section  507(f)  of 
Public  Law  96-265,  the  Social  Security  Disability 
Amendments  of  1980.  This  section  directed  the 
Department  to  conduct  "a  comprehensive  study  and 
evaluation  of  the  comparative  effectiveness  of  various 
State  approaches  to  the  regulation  of  Medicare 
supplemental  policies  in:  (1)  limiting  marketing  and 
agent  abuse;  (2)  assuring  the  dissemination  of  such 
information  to  individuals  entitled  to  benefits  under  this 
title  (and  to  other  consumers)  as  is  necessary  to  permit 
informed  choice;  (3)  promoting  policies  which  provide 
reasonable  economic  benefits  for  such  individuals; 
(4)  reducing  the  purchase  of  unnecessary  duplicative 
coverage;  (5)  improving  price  competition;  and 
(6)  establishing  effective  approved  State  regulatory 
programs." 

This  section  further  directed  that  three  issues  be 
considered:  (1)  whether  there  is  a  need  for  a  mandatory 
Federal  regulatory  program  to  assure  the  marketing  of 
appropriate  types  of  Medicare  supplemental  policies; 

(2)  whether  there  is  a  need  for  standards  for  health 
insurance  policies,  other  than  Medicare  supplements, 
sold  to  Medicare  beneficiaries;  and  (3)  whether  there  are 
other  appropriate  means  that  would  enhance  effective 
State  regulation  of  such  policies. 

This  report  had  four  objectives:  (1)  to  determine  the 
extent  of  the  problems  that  were  the  reason  for  the 
legislation;  (2)  to  examine  what  types  of  State  insurance 
regulations  affected  the  incidence  of  these  problems; 

(3)  to  determine  how  widespread  are  the  regulations 
found  to  be  effective  in  the  States;  and  (4)  to  determine 
if  there  are  any  ways  to  enhance  these  State  insurance 
regulations. 

Data  for  the  report  are  based  primarily  on  a  1982 
survey  of  elderly  Medicare  beneficiaries  in  six  States 
(California,  Florida,  Mississippi,  New  Jersey, 
Washington,  and  Wisconsin)  and  a  1983  industry  survey 
of  insurance  companies  licensed  to  sell  in  the  six 
selected  States.  Other  major  sources  of  information  for 
this  report  include:  (1)  several  studies  done  by  State 
insurance  departments  or  other  State  agencies; 
(2)  studies  conducted  by  insurance  trade  associations  or 
NAIC;  (3)  information  obtained  from  the  annual 
statements  filed  by  insurance  companies  or  nonprofit 
organizations;  (4)  information  obtained  from  DHHS 
studies;  and  (5)  regulation  information  obtained  from  the 
NAIC  Regulation  Service  and  other  sources. 

There  are  several  limitations  associated  with  this  study 
for  examining  the  comparative  effectiveness  of  varying 
State  regulations  in  the  Medicare  supplemental  insurance 
market:  (1)  The  cross-  sectional  analysis  of  States  with 
the  regulations  they  happen  to  have  in  place  cannot  test 
the  impact  of  particular-  regulations  as  definitively  as  a 
formal  experimental  design  can;  (2)  It  was  difficult  to 
disentangle  the  separate  "effects  of  regulations  because 
the  study  States  often  implemented  several  regulations  at 


the  same  time;  (3)  The  inability  to  obtain  from  the 
companies  copies  of  many  of  the  policies  owned  by 
respondents,  resulting  in  small  sample  sizes  for  some 
types  of  policies;  (4)  The  difficulties  in  assessing  the 
economic  value  of  policies  obtained  in  the  consumer 
survey,  since  loss  ratios  were  not  obtained  from  the 
industry  survey;  (5)  The  fact  that  the  measure  of  sales 
abuses  was  based  on  respondent  perceptions  of  past 
events  rather  than  totally  objective  criteria,  such  as 
direct  observation;  and  (6)  The  age  of  the  survey  data. 

Based  on  a  multivariate  regression  analysis,  the  study 
found  that  six  State  actions  had  a  positive  impact  on  the 
health  insurance  market  for  Medicare  beneficiaries. 
These  were:  (1)  minimum  benefit  standards  (improved 
quality  of  policy);  (2)  minimum  loss  ratios  (improved 
quality  of  policy);  (3)  consumer  buyer's  guides 
(improved  quality  of  policy,  decrease  marketing  abuse, 
and  improved  beneficiaries'  knowledge  of  the  Medicare 
program);  (4)  referral  services  (improved  beneficiaries' 
knowledge  of  policies  owned);  (5)  labeling  of  non- 
Medicare  supplemental  policies  (improved  beneficiaries' 
knowledge  of  policies  owned);  and  (6)  issuing  of  press 
releases  when  companies  or  agents  were  found  guilty  of 
misconduct  (reduced  marketing  abuses). 

A  review  of  State  insurance  regulations  relating  to 
Medicare  supplements  and  other  types  of  health 
insurance  sold  to  Medicare  beneficiaries  was  done  to 
determine  how  many  States  have  adopted  the  regulations 
found  to  be  effective  in  dealing  with  the  problems. 
Based  on  this  review  and  other  findings,  this  report 
concludes  that  there  is  no  need  for  a  Federal  mandatory 
program  for  Medicare  supplement  policies  because  all 
but  four  States  meet  or  exceed  the  standard  in 
P.L.  96-265.  The  four  States,  New  York, 
Massachusetts,  Rhode  Island,  and  Wyoming,  although 
not  fully  complying  with  this  law,  do  have  State  laws 
regulating  Medicare  supplements.  Thus,  they  are  subject 
to  the  Federal  Voluntary  Certification  Program. 

In  considering  the  need  for  standards  for  health 
insurance  policies,  other  than  Medicare  supplements, 
sold  to  Medicare  beneficiaries,  the  report  recommends 
that  States  be  encouraged  to  adopt  appropriate  minimum 
benefit  standards  for  private  health  insurance  sold  to 
Medicare  beneficiaries. 

For  considering  loss  ratio  guidelines  and  minimum 
benefit  standards  for  long-term  care  policies,  the  report 
recommends  that  Congress  review  two  reports  on  these 
sujects,  as  they  become  available:  (1)  the  report  of  the 
NAIC  Task  Force  on  Medicare  Supplement,  Long-Term 
and  Other  Limited  Benefit  Plans,  and  (2)  the  report  of 
the  Secretary's  Task  Force  on  Long-Term  Health  Care 
Policies  that  was  established  by  the  Consolidated 
Omnibus  Budget  Reconciliation  Act  of  1985. 

The  report  recommends  that  the  States  be  encouraged 
to  undertake  several  actions  which  would  correct 
problems  in  the  health  insurance  market  for  Medicare 
beneficiaries  and  enhance  current  State  regulations. 
These  are:  (1)  developing  lists  of  companies  offering 
policies  in  their  State  with  information  on  benefits  and 
premiums  to  facilitate  comparison  shopping  by 
beneficiaries;  (2)  periodic  monitoring  of  loss  ratios  for 
policies  other  than  Medicare  supplements  sold  to  the 


Medicare  beneficiaries  to  ensure  that  loss  ratio 
guidelines  are  met;  (3)  routine  issuing  of  press  releases 
when  agents  or  companies  are  found  guilty  of 
misconduct  to  serve  as  a  deterrent  to  market  abuses; 
(4)  regularly  reviewing  all  advertising  of  Medicare 
supplements  and  other  individual  hospital  and  nursing 
home  indemnity,  specified  disease,  and  long-term  care 
policies  to  ensure  that  advertising  regulations  are 
enforced.  This  would  include  amending  laws  concerning 
prior  review  of  advertising  to  include  policies  or 
contracts  not  delivered  or  issued  for  delivery  in  the 
State.  (5)  adopting  the  NAIC  Uniform  Complaint 


Handling  System  so  that  uniform  data  on  marketing 
abuses  is  collected  for  regulatory  and  policymaking 
purposes. 

For  correcting  problems  with  mail  order  solicitations, 
the  report  recommends  that  State  and  the  Federal 
governments  examine  appropriate  steps  to  correct  these 
problems. 

In  summary,  the  report  states  that  the  States  have 
dealt  adequately  with  many  of  the  past  problems  with 
Medicare  supplement  policies  and  encourages  all  States 
to  consider  some  changes  for  other  types  of  health 
insurance  sold  to  Medicare  beneficiaries. 


Table  of  Contents 

Page 

Introduction  1 

Methodology  3 

Studcy  Limitations  8 

Findings  10 

General  ReccMnmendations  16 


Table  1:        DESCRIPTION  OF  FIVE  MAJOR   REGULATCBY  20 

STRATEGIES 

Table  2:        FROPC«TIOKS  OF  SAMPLE  REPORTING  SPECIFIC  21 

AGENT  SALES  ABUSES  THE  LAST   TIME  THE\^ 
SAW  AN  AGENT  FOR  POLICIES  NOT  PURCHASED 
OR   NOT  CURRENTLY  OWNED,  BY  STATE,  1982 

Table  3:        PROPORTIONS  OF  SAMPLE  REPORTING  22 

SPECIFIC  MAIL  SALES  ABUSES  FOR  POLICIES 
NOT  PURCllASED  OR  NOT  CURRENTLY  CMKED, 
BY  STATE,  1982 

Table  4:        PROPORTIONS  OF  POLICIES  PURCHASED  BY  23. 

SAMPLE  ME>EERS  FOR  Vn'HICH  SPECIFIC 
AGENT  S.ALES  ABUSES  WERE  REPORTED, 
BY  STATE,  1982 

Table  5:        PROPORTIONS  OF  POLICIES  PURCHASED  24 

BY  SANIPLE  MEMBERS  FOR  WHICH 
SPECIFIC  MAIL  SALES  ABUSES  WERE 
REPORTED,  BY  STATE,  1982 

Table  6:        PROPORIION  OF  SA^IPLE  a>T<ING  AT  25 

LEAST  ONT  HEALTH  INSURANCE 
POLICY  BY  STATE  AND  SELECTED 
DEMOGRAPHIC  CHARACTERISTICS,  1982 

Table  7:        PROPORTIONS  OF  THE  HEALTH  27 

INSURANCE  POLICIES  COLLECTED 
HAVING  VARIOUS  CHARACTERISTICS, 
BY  STATE,  1982 

Table  8:        PROPORTIONS  OF  HEALTH  INSURANCE  28 

POLICIES  WHUE  OWNERS  CORliECTLY 
ANSUERED  QUESTIONS  ON  THE  POLIC\"S 
FEATUTIES,  BY  STATE,  1982 


APPENDIX 


Page 


Table  9:        AVERAGE  "FINAL"  ESTIMATED  VALUE  OF  29 

BENEFITS,  1982  BY  STATE  AND  CONTENT 
OF  CO\'ERAGE 


STUDY  OF  HEALTH  INSURANCE  DESIGNED  TO  SUPPLEMENT  MEDICARE 

AND  OTHER  LIMITED  BENEFIT  HEALTH  INSURANCE 

SOLD  TO  MEDICARE  BENEFICIARIES 


INTRODUCTION 

Section  507  of  Public  Law  96-265,  the  Social  Security  Disability  Amendments  of 
1980,  entitled  "Voluntary  Certification  of  Medicare  Supplemental  Health  Insurance 
Policies,"  added  section  1882  to  the  Medicare  provisions  of  the  Social  Security  Act. 
In  part,  that  section  directs  the  Department  of  Health  and  Human  Services  (DHHS) 
to  conduct  "a  comprehensive  study  and  evaluation  of  the  comparative  effectiveness 
of  various  State  approaches  to  the  regulation  of  Medicare  supplemental  policies  in: 

(i)     limiting  marketing  and  agent  abuse, 

(ii)  assuring  the  dissemination  of  such  information  to  individuals  entitled  to 
benefits  under  this  title  (and  to  other  consumers)  as  is  necessary  to 
permit  informed  choice, 

(iii)     promoting  policies  which  provide  reasonable  economic  benefits  for  such 
individuals, 

(iv)    reducing  the  purchase  of  unnecessary  duplicative  coverage, 

(v)    improving  price  competition,  and 

(vi)    establishing  effective  approved  State  regulatory  programs...." 


This  mandate  reflects  congressional  concern  that  Medicare  beneficiaries  may  be 
subject  to  marketing  and  agent  abuses,  as  well  as  other  problems  of  lack  of 
information  and  lack  of  an  adequate  insurance  product  in  the  private  marketplace, 
when  they  wish  to  purchase  insurance  to  supplement  their  Medicare  coverage. 
Such  concerns  arose  as  a  result  of  a  series  of  congressional  hearings  and  special 
studies  that  occurred  in  the  late  1970s  which  cited  these  problems.  The  President 
signed  Public  Law  9G-265  in  June  1980,  a  bill  Congress  passed  as  a  response  to  its 
concerns  about  the  Medicare  supplemental  insurance  market.  The  law  established 
a  Federal  Voluntary  Certification  Program  for  Medicare  supplemental  policies 
which  basically  required  minimum  benefits,  minimum  loss  ratios,  and  certain 
information  disclosures;  it  also  established  penalty  provisions  for  certain  marketing 
or  agent  abuses. 

Congress  realized  that  the  Federal  Voluntary  Certification  Program  may  not  be  a 
perfect  solution  and,  as  part  of  the  same  law,  mandated  that  a  study  be  conducted 
to  examine  the  effectiveness  of  various  State  regulatory  approaches  in  correcting 
such  problems.  Based  on  the  results  of  this  study  and  evaluation,  Congress  directed 
DHHS  to  make  recommendations  concerning  the  need  for  legislative  and 
administrative  changes  to  accomplish  the  objectives  described  above.  Among  the 
subjects  to  be  considered  were:  (1)  whether  there  is  a  need  for  a  mandatory 
Federal  regulatory  program  (instead  of  the  existing  Federal  Voluntary  Certification 
Program)  to  assure  the  marketing  of  appropriate  types  of  Medicare  supplemental 
policies,  (2)  whether  there  is  a  need  for  standards  for  health  insurance  policies, 
other  than  Medicare  supplements,  sold  to  Medicare  beneficiaries,  and  (3)  whether 
there  are  other  appropriate  means  that  would  enhance  effective  State  regulation  of 
such  policies. 


This  report  reflects  the  composite  of  multiple  studies  and  analyses  performed  since 
1981.  As  will  be  noted  later  in  more  detail,  there  have  been  many  important 
changes  in  the  private  health  insurance  market  and  its  regulation  by  States  over 
the  past  5  years.  Also,  some  studies  were  hampered  by  incomplete  data  or  limited 
survey  response.  Hence,  this  report  contains  conclusions  and  recommendations 
that  are  general,  rather  than  specific,  in  nature. 

METHODOLOGY 

In  order  to  address  the  need  for  legislative  and  administrative  changes,  DHHS 
designed  the  following  strategy: 

(1)  determine   the   extent   of  the   problems   that  were  the  reason  for  the 
legislation, 

(2)  examine     what     types    of    State    insurance    regulations    affected    the 
prevalence  of  these  problems, 

(3)  determine  how  widespread  the  regulations  found  to  be  effective  are  in  the 
States,  and 

(4)  determine    if   there    are    any    ways   to   enhance    these   State    insurance 
regulations. 

With  regard  to  determining  the  extent  of  the  probl'^m,  the  study  attempted  to 
obtain  the  following  types  of  information  for  each  of  the  mandated  issues: 


(1)  marketing  and  agent  abuses  and  problems:  Beneficiaries  were  surveyed 
regarding  their  experiences  with  health  insurance  transactions  (whether  or 
not  transactions  resulted  in  a  purchase)  and  with  claims  handling; 

(2)  informed  choice:  Beneficiaries  were  surveyed  regarding  their  knowledge 
of  Medicare  and  of  health  insurance  policies  that  they  owned.  In  addition, 
they  were  asked  about  the  receipt  and  usefulness  of  certain  types  of 
information,  such  as  consumer  buyer's  guides; 

(3)  reasonable  economic  benefits:  The  study  investigated  two  measures:  the 
loss  ratio,  a  traditional  measure,  and  a  nontraditional  measure  of  policy 
value,  which  was  defined  in  the  consumer  survey  as  quality  of  policy. 
Both  are  measures  of  policy  benefits  to  premiums  paid; 

(4)  duplicative  coverage:  The  study  attempted  to  obtain  information 
concerning  the  number  of  health  insurance  policies  and  the  coverage  they 
provide;  and 

(5)  price  competition:  The  study  attempted  to  obtain  information  concerning 
the  number  of  companies  in  the  market  and  their  respective  market 
shares.  Information  concerning  the  extent  of  comparison  shopping  by 
beneficiaries  was  also  obtained  as  another  indicator  of  price  competition. 

Since  the  study  called  for  evaluating  the  comparative  effectiveness  of  various 
State  regulations,  information  was  gathered  on  the  State  insurance  regulations. 
The  regulatory  data  collected  were  used  to  classify  the  States  according  to  a 


typology  of  regulatory  approaches.  Since  it  was  considered  infeasible  to  conduct 
the  consumer  and  industry  surveys  in  all  50  States  because  of  cost,  a  limited 
number  of  States  (California,  Florida,  Mississippi,  New  Jersey,  Washington  and 
Wisconsin)  were  selected  according  to  the  typology  to  represent  a  spectrum  of 
regulatory  approaches. 

In  order  to  determine  the  incidence  of  the  problems  of  concern  to  Congress  and  to 
classify  the  types  of  State  regulations  which  might  affect  their  incidence,  DHHS 
carried  out  the  following  steps: 

Step  One  -  A  typology  of  regulatory  approaches 

o  a  regulatory  typology  was  developed  by  which  regulation  data  were 
gathered  and  in  which  the  States  were  classified  according  to  their 
regulations  existing  in  1981.  This  typology,  described  in  Table  1,  was  the 
basis  for  selection  of  the  six  States  for  the  consumer  and  industry  surveys. 
These  six  States  represented  a  spectrum  of  regulatory  approaches. 
Additionally,  more  detailed  regulatory  data  were  gathered  for  the 
purposes  of  the  consumer  survey.  The  regulatory  typology  was  developed 
by  Arnold  Rosoff,  J.D.,  C.L.U.,  of  the  University  of  Pennsylvania. 


step  Two  -  Studies  of  the  Prevalence  of  Problems 

o  a  1982  consumer  survey  of  elderly  Medicare  beneficiaries  in  the  six 
selected  States  was  commissioned  to  address  the  issues  of  marketing  and 
agent  abuse,  informed  choice,  reasonable  economic  benefits  (in  terms  of 
quality  of  policy)  and  duplicative  coverage.  Price  competition  was  also 
addressed  indirectly  through  examination  of  the  extent  of  comparison 
shopping.  Information  was  obtained  on  all  types  of  policies  owned  by 
beneficiaries,  not  just  Medicare  supplements,  in  order  to  examine  the 
need  for  standards  for  other  policies. 

o  a  1983  industry  survey  of  insurance  companies  licensed  to  sell  in  the  six 
States  was  performed  to  address  the  issues  of  reasonable  economic 
benefits  (in  terms  of  loss  ratio)  and  price  competition.  This  survey  also 
provided  information  on  the  number  of  companies  selling  Medicare 
supplemental  insurance  to  disabled  Medicare  beneficiaries  under  age  65. 

SRI  International,  with  the  assistance  of  Research  Triangle  Institute; 
Mediclaim,  Inc.,  and  Touche  Ross,  Inc.,  as  subcontractors,  conducted  the 
surveys  and  analyzed  results. 


step  Three  -  Technical  Information,  Comments  and  Advice 

Throughout  the  project,  information,  comments,  and  advice  were  solicited  from 
Federal  and  State  regulators  the  National  Association  of  Insurance  Commissioners 
(NAIC),  health  insurers,  actuaries,  and  organizations  representing  consumers  and 
the  aged.  An  advisory  panel  was  formed  with  10  representatives  of  the  above 
organizations  and  groups  to  assist  SRI  International  and  DHHS  in  carrying  out  the 
study.  In  addition,  a  special  task  force  composed  of  actuaries  worked  closely  with 
DHHS  and  the  contractor  in  the  development  and  review  of  the  nontraditional 
actuarial  measure  to  describe  economic  benefits  of  health  insurance  policies. 

Other  major  sources  of  information  collected  for  this  report  included:  (1)  several 
studies  done  by  State  insurance  departments  or  other  State  agencies,  (2)  studies 
conducted  by  insurance  trade  associations  or  NAIC,  (3)  information  obtained  from 
the  annual  statements  filed  by  insurance  companies  or  nonprofit  organizations,  (4) 
information  obtained  from  DHHS  studies,  such  as  the  1980  National  Medical  Care 
Utilization  and  Expenditure  Study  and  the  1977  National  Medical  Care  Expenditure 
Study,  and  (5)  regulation  information  obtained  from  the  NAIC  Regulation  Service 
and  other  sources. 

The  second  major  component  of  the  study  was  to  examine  which  types  of  State 
regulations  affected  the  incidence  of  the  problems.  The  consumer  survey,  with  a 
cross-sectional  study  design,  analyzed  which  of  the  differing  regulations  that 
existed  in  each  State  affected  the  incidence  of  the  problems  concerning  marketing 
and  agent  abuse,  informed  choice,  reasonable  economic  benefits,  and  duplicative 


coverage.  The  purpose  of  the  industry  survey,  with  a  pre-post-regulation  design, 
was  to  analyze  the  effect  of  State  regulations  with  respect  to  reasonable  economic 
benefits  (as  measured  by  loss  ratio)  and  with  respect  to  price  competition. 
However,  the  reader  is  cautioned  that  the  low  response  to  the  industry  survey 
precluded  any  meaningful  analysis  of  the  data  obtained  because  the  data  were 
insufficient  and  unrepresentative.  Therefore,  most  of  the  study  results  describing 
which  State  regulations  are  effective  are  based  on  the  1982  consumer  survey. 

In  order  to  develop  recommendations,  the  third  and  final  component  of  the  study 
sought  to  determine  how  many  States  have  adopted  the  regulations  which  are  found 
to  be  effective  in  dealing  with  the  problems.  This  review  of  current  State 
regulations  was  done  at  two  levels:  regulations  relating  to  Medicare  supplements 
and  regulations  relating  to  other  types  of  health  insurance,  particularly  hospital 
and  nursing  home  indemnity,  specified  disease  and  long  term  care  (LTC)  policies. 
Analysis  was  also  done  of  problems  with  enforcement  of  regulations  and  ways  these 
regulations  might  be  enhanced.  This  review  was  done  using  information  from  the 
NAIC  Model  Regulation  Service,  the  National  Insurance  Law  Service,  insurance 
association  summaries,  and  from  discussions  with  the  industry  and  State  regulators. 
In  addition,  current  descriptive  information  regarding  the  prevalence  of  the 
problems  was  obtained  whenever  possible. 

STUDY  LIMITATIONS 

A  number  of  factors  made  it  difficult  to  assess  the  comoarativp  p  ectiveness  of 
different  State  regulations  in  the  health  insurance  market  for  Medicare 
beneficiaries.   The  principal  factors  affecting  the  study  were: 
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o  Inability  to  have  a  true  experitnental  design,  where  regulations  could  be 
varied  in  a  systematic  way  to  facilitate  a  comparison  of  their  impact, 
since  analysis  of  a  cross  section  of  States  with  the  regulations  they 
happen  to  have  in  place  cannot  test  the  impact  of  particular  regulations 
as  definitively  as  a  formal  experimental  design  can. 

o  the  fact  that  the  study  States  often  implemented  several  regulations  at 
the  same  time,  making  it  difficult  to  disentangle  their  separate  effects. 

o  the  inability  to  obtain  from  the  companies  copies  of  many  of  the  policies 
owned  by  respondents.  This  resulted  in  small  sample  sizes  for  some  types 
of  policies  as  discussed  in  the  descriptive  findings. 

o  the  difficulties  in  assessing  the  economic  value  of  policies  obtained  in  the 
consumer  survey,  since  loss  ratios  were  not  obtained  from  the  industry 
survey. 

o  the  fact  that  the  measure  of  sales  abuses  was  based  on  respondent 
perceptions  of  past  events  rather  than  totally  objective  criteria,  such  as 
direct  observation,  and 

o  the  fact  that  the  knowledge  of  policy  analysis  was  done  only  for  those 
beneficiaries  who  were  able  to  identify  the  policy  by  type  (e.g..  Medicare 
supplement,  hospital  indemnity,  etc.).  Thus,  it  may  be  assumed  that  the 


analysis  may  err  on  the  conservative  side  by  restricting  the  sample  to  a 
perhaps  better  informed  group. 

Another  limitation  is  the  age  of  the  data  (noted  above)  describing  the  health 
insurance  policy  benefits  and  premium  and  market  abuses,  which  is  difficult  to 
update  without  conducting  another  survey  of  beneficiaries.  Data  describing  State 
insurance  regulations,  however,  are  current.  Although  some  of  the  descriptive  data 
may  not  be  current,  this  does  not  affect  the  essence  of  the  report  examining  the 
effectiveness  of  State  insurance  regulations  on  the  different  policy  objectives  in 
the  health  insurance  market  for  Medicare  beneficiaries.  Therefore,  the  analytic 
findings  of  the  report  concerning  the  effectiveness  of  State  insurance  regulations 
for  the  most  part  remain  valid.  In  fact,  this  part  of  the  study  currently  could  not 
be  replicated  because  the  majority  of  the  States  now  have  similar  regulations  for 
Medicare  supplement  policies  and,  therefore,  there  would  be  little  variation  to 
examine  across  the  States  in  order  to  determine  what  works  and  what  does  not. 

FINDINGS 

The  key  study  findings  regarding  the  congressionally  mandated  issues  are: 

Marketing  and  Agent  Abuse;  The  consumer  survey  was  able  to  examine  only 
perceptions  of  sales  abuses  and  problems,  rather  than  actual  incidents,  among 
persons  interviewed.  Both  memory  lapse  and  subjective  interpretations  of  events 
may  have  affected  the  responses  to  the  survey.  For  agent  contacts  without  a 
purchase  (see  Table  2),  the  two  most  common  problems  reported  were  pressure 
exerted  to  buy  a  policy  (ranging  from  11  to  42  percent  in  the  six  states)  and  agent 
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claims  that  the  policv  would  pay  for  everything  Medicare  did  not  cover  (ranging 
from  12  to  44  percent).  The  abuse  that  the  agent  claimed  to  represent  the  Federal 
Government  was  the  least  common;  it  was  reported  by  only  2  to  7  percent  of 
respondents  in  the  six  States.  Lower  levels  of  agent  abuses  and  problems  were 
reported  for  policies  actually  purchased  (see  Table  4),  never  exceeding  25  percent. 
Approximately  half  of  the  sample  beneficiaries  in  all  States  had  received  and  read 
unsolicited  mail  about  health  insurance  policies.  Reported  incidences  of  mail 
abuses  and  problems  were  higher  than  agent  abuses,  ranging  from  12  to  59  percent 
depending  on  the  type  of  abuse.  However,  respondents  were  asked  about  any  mail 
they  had  ever  received  but  only  about  the  latest  agent  encountered.  Again,  lower 
levels  of  mail  abuses  and  problems  were  reported  for  policies  actually  purchased 
(Table  5)  than  for  policies  not  purchased  (Table  3). 

Informed  Choice;  Consumer  knowledge  about  Medicare  benefits  was  higher 
concerning  services  commonly  used,  such  as  physician  office  visits,  than  about 
services  less  frequently  used,  such  as  hospital  and  nursing  homes.  Over  70  percent 
of  beneficiaries  knew  about  physician  office  coverage  limitations  as  compared  with 
less  than  half  about  hospital  and  nursing  home  coverage  limitations.  Less  than  half 
of  Medicare  beneficiaries  were  found  to  have  particularly  good  knowledge  of 
general  features  of  their  insurance  policies  (see  Table  8).  A  beneficiary's 
understanding  of  the  policy  benefits  again  depended  on  whether  the  services  were 
commonly  used  or  not.  Less  than  half  understood  their  insurance  policies'  coverage 
of  skilled  nursing  facilities  or  custodial  care,  but  more  than  half  understood  their 
policy  benefits  on  prescription  drugs  and  Part  B  coinsurance.  One  factor  that  could 
affect  understanding  the  policy,  ease  of  reading,  was  examined.  Only  one-fourth  to 
less  than  half  of  the  owners  in  all  States  found  their  policy  easy  to  read. 
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Relatively  few  respondents  received  documents  from  anyone  providing  advice 
about  insurance  purchasing.  However,  the  majority  (46  to  70  percent)  of  those  who 
received  and  read  such  documents  thought  they  were  very  useful. 

Economic  Benefits;  The  basic  idea  behind  the  concept  of  a  health  insurance  policy 
providing  reasonable  economic  benefits  is  that  the  premium  should  not  exceed  the 
expected  cost  of  covered  services  plus  a  reasonable  charge  for  administrative 
expense  and  profit.  However,  the  idea  also  encompasses  the  extent  of  coverage, 
the  value  of  risk  protection,  and  the  level  of  exposure  to  catastrophic  costs. 
Because  of  the  difficulties  involved  in  deriving  one  measure  of  quality  that 
encompasses  all  of  the  above  considerations,  three  nontraditional  measures  were 
constructed  in  the  consumer  survey,  each  of  which  captures  one  or  more  aspects  of 
the  overall  concept.  These  measures  can  be  classified  into  three  categories:  (1) 
the  expected  value  of  benefits,  (2)  the  expected  value  of  benefits  per  premium 
dollar,  and  (3)  the  level  of  budget  protection  afforded  by  the  policy. 

The  expected  value  of  benefits  was  measured  in  two  ways:  an  intermediate  and  a 
final  value.  The  intermediate  expected  value  of  benefits  was  defined  as  the  sum  of 
the  expected  values  of  several  policy  coverages:  hospital,  physician,  nursing  home, 
private-duty  nursing,  custodial  care,  prescription  drugs,  laboratory  tests,  x-rays, 
radiation/chemotherapy,  and  miscellaneous  services.  These  policy  provisions  were 
obtained  from  coding  sheets  that  were  completed  using  copies  of  the  actual 
policies  obtained  from  the  insurance  companies. 
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The  final  value  (see  Table  9)~was  calculated  exactly  as  above,  except  that  it  also 
included  measures  of  the  values  (which  can  be  positive  or  negative)  of  several  haH 
to-quantify  policy  provisions:  pre-existing  condition  clauses,  waiting-period 
clauses,  coordination-of-benefit  provisions,  renewability  clauses,  and  level  of 
underwriting.  It  should  not  be  inferred,  however,  that  either  the  intermediate  or 
final  values  are  absolute  measures  of  the  dollar  value  of  the  policies  collected. 
Rather,  they  should  be  treated  as  summary  measures  of  the  value  of  benefits  to 
consumers. 

Another  set  of  measures  was  developed  that  are  identical  to  those  above,  except 
that  the  values  derived  were  divided  by  the  annual  premiums  paid  for  the  policy,  or 
the  expected  value  of  benefits  per  premium  dollar.  These  measures  indicate  how 
much  value  policies  have  in  relation  to  their  cost  to  the  consumer.  Again,  two  such 
measures  were  defined:  an  "intermediate"  and  a  "final"  expected  value  of  benefits 
per  premium  dollar.  Premium  information  was  obtained  from  the  insurance 
companies.  In  terms  of  the  value  of  benefits  per  premium  dollar.  Medicare 
supplements  and  health  maintenance  organizations  generally  ranked  higher  than 
hospital  indemnity  and  specified  disease  policies.  Nursing  home  indemnity  policies 
tended  to  have  the  lowest  values.  It  should  be  noted  that  this  measure  should  not 
be  interpreted  as  a  loss  ratio.  Reliable  data  on  loss  ratios,  a  more  traditional 
measure  of  economic  benefits,  were  not  available  from  the  industry  survey. 
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These  measures  used  general  Medicare  population  statistics  for  their  estimates  of 
benefits.  Because  the  insured  population  (see  Table  6)  may  differ  from  the  general 
population,  the  true  differences  in  estimated  economic  benefits  between  types  of 
policies  may  change  even  to  the  extent  that  rankings  could  be  reordered.  Because 
reordering  of  ranks  was  a  logical  possibility,  an  additional  actuarial  analysis  was 
conducted  to  determine  what  differences  there  may  be  between  the  expected  value 
of  benefits  numbers  using  general  population  statistics  and  numbers  based  on 
insurance  company  statistics.  The  estimated  values  of  economic  benefits  obtained 
from  these  supplemental  actuarial  analyses  were  consistent  with  the  study's 
estimates  based  on  general  population  statistics. 

Duplicative  Coverage:  In  looking  at  multiple  ownership,  the  consumer  survey  found 
that  between  17  and  33  percent  of  owners  had  more  than  one  policy.  The  study  was 
unable  to  analyze  whether  multiple  coverage  was  duplicative  or  complementary 
because  of  an  inability  to  obtain  all  policies  owned  by  respondents. 

Price  Competition;  The  extent  of  comparison  shopping  by  consumers  was  examined 
as  an  indirect  measure  of  price  competition.  Although  comparison  shopping  was 
done  by  less  than  30  percent  of  respondents  in  any  State,  it  was  generally  higher  in 
States  which  had  some  form  of  information  disclosure,  such  as  California  (28 
percent)  and  Washington  (27  percent).  The  exception  to  this  was  Wisconsin,  where 
only  9  percent  of  respondents  reported  doing  comparison  shopping.  The  issue  of 
price  competition  in  terms  of  loss  ratios  and  market  concentration  was  not 
examined  because  the  data  obtained  in  the  industry  survey  were  insufficient  and 
unrepresentative. 
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The  analysis  of  the  comparative  effectiveness  of  State  regulations  was  carried  out 
using  multiple  regression  analysis  based  on  data  collected  in  the  1982  consumer 
survey.  Six  State  actions  were  to  found  have  a  positive  impact  on  the  health 
insurance  market  for  Medicare  beneficiaries.  These  are: 

(1)  establishing  minimum  benefit  standards  improved  policy  quality, 

(2)  setting  minimum  loss  ratios  improved  policy  value, 

(3)  distributing  consumer  buyer's  guides  improved  policy  quality,  decreased 
marketing  abuse,  and  improved  beneficiaries'  knowledge  of  the  Medicare 
program, 

(4)  availability  of  referral  services  improved  beneficiaries'  knowledge  of 
policies  owned, 

(5)  labeling  of  non-Medicare  supplemental  policies  as  such  improved 
beneficiaries'  knowledge  of  policies  owned,  and 

(6)  issuing  press  releases  when  companies  or  agents  were  found  guilty  of 
misconduct  reduced  marketing  abuses. 
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GENERAL  RECOMMENDATIONS 

DHHS  was  charged  with  making  recommendations  for  legislative  or  administrative 
changes  which  are  warranted  by  the  study  that  would  accomplish  the  congressional 
objectives.  Among  the  issues  considered  were:  (1)  whether  there  is  a  need  for  a 
mandatory  Federal  regulatory  program  (instead  of  the  existing  Federal  Voluntary 
Certification  Program)  to  assure  the  marketing  of  appropriate  types  of  Medicare 
supplemental  policies,  (2)  whether  there  is  a  need  for  standards  for  health 
insurance  policies,  other  than  Medicare  supplements,  sold  to  Medicare 
beneficiaries,  and  (3)  whether  there  are  other  appropriate  means  to  enhance 
effective  State  regulation  of  such  policies. 

DHHS  sees  no  need  for  a  Federal  mandatory  program  for  Medicare  supplements 
because  all  but  four  States  meet  or  exceed  the  standards  in  Public  Law  96-265. 
The  four  States,  New  York,  Massachusetts,  Rhode  Island  and  Wyoming,  although 
not  fully  complying  with  this  law,  do  have  State  laws  regulating  Medicare 
supplements.  Thus,  these  States  are  subject  to  the  Federal  Voluntary  Certification 
Program. 

DHHS  makes  the  following  recommendations  concerning  minimum  benefit  and  loss 
ratio  standards  for  health  insurance  policies,  other  than  Medicare  supplements,  sold 
to  Medicare  beneficiaries: 
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(1)  states  should  be  encouraged  to  adopt  appropriate  minimum  benefit 
standards  for  most  other  types  of  private  health  insurance  sold  to 
Medicare  beneficiaries.  However,  before  considering  the  need  for  any 
specific  minimum  benefits  standards  for  LTC  policies  including  nursing 
home  indemnity,  Congress  should  review  two  reports,  as  they  become 
available:  (1)  the  report  of  the  NAIC  Task  Force  on  Medicare 
Supplement,  Long-Term  and  Other  Limited  Benefit  Plans,  and  (2)  the 
report  of  the  Secretary's  Task  Force  on  Long-Term  Health  Care  Policies 
that  was  established  by  the  Consolidated  Omnibus  Budget  Reconciliation 
Act  of  1985  (COBRA). 

(2)  Loss  ratio  guidelines  do  not  exist  in  most  States  for  LTC  policies. 
However,  consideration  of  such  guidelines  for  LTC  policies,  including 
nursing  home  indemnity,  should  also  await  receipt  and  review  of  the 
reports,  from  the  NAIC  and  the  COBRA  Task  Forces  on  this  issue. 

DHHS  makes  the  following  general  recommendations  which  would  help  to  correct 
problems  in  the  health  insurance  market  for  Medicare  beneficiaries  and  serve  to 
enhance  current  State  regulations: 

(1)  States  should  be  encouraged  to  develop  lists  of  companies  offering 
Medicare  supplement  and  other  types  of  policies  in  their  State  with 
information  on  benefits  and  premiums  and  provide  them  to  consumers  in 
order  to  facilitate  comparison  shopping. 
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(2)  States  should  be  encouraged  to  conduct  periodic  monitoring  of  loss  ratios 
to  assure  that  loss  ratio  requirements  or  guidelines  are  being  met  for 
policies  other  than  Medicare  supplements  sold  to  the  elderly. 

(3)  States  should  be  encouraged  to  issue  routinely  press  releases  when  agents 
or  companies  are  found  guilty  of  misconduct  since  this  action  appears  to 
have  a  deterrent  effect  on  abuse. 

(4)  States  should  be  encouraged  to  review  regularly  all  advertising  of 
Medicare  supplements  and  other  individual  hospital  and  nursing  home 
indemnity,  specified  disease  and  LTC  policies  to  insure  that  advertising 
regulations  are  enforced.  With  respect  to  advertising  problems  caused  by 
out-of-state  mail  order  insurance,  all  States  should  be  encouraged  to 
amend  laws  concerning  prior  review  of  advertising  to  include  policies  or 
contracts  not  delivered  or  issued  for  delivery  in  the  State. 

(5)  To  correct  problems  with  mail  order  solicitatios,  DHHS  recommends  that 
State  and  the  Federal  governments  examine  appropriate  steps  to  correct 
these  problems. 

(6)  States  should  be  encouraged  to  adopt  the  NAIC  Uniform  Complaint 
Handling  System  so  that  uniform  data  on  marketing  abuses  could  be 
collected  for  regulatory  and  policymaking  purposes. 
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In  order  to  improve  the  provision  of  information  to  all  beneficiaries,  DHHS  is 
exploring  the  feasibility  of  expanding  referral  services  which  would  provide 
counseling  on  Medicare  and  health  insurance  to  Medicare  beneficiaries. 

While  DHHS  has  made  the  above  recommendations  at  this  time,  we  are  also 
reviewing  the  recent  report  on  Medigap  insurance  released  by  General  Accounting 
Office  (GAO).  Appended  is  a  review  by  the  Office  of  Inspector  General  concerning 
the  GAO  report.  DHHS  will  take  this  review  into  account  as  well  as  other 
developments  for  any  possible  additional  recommendations. 
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Table  1 
Description  of  Five  Major  Regulatory  Strategies 


Strategy 

1.   Minimum  t>enefit 
•Undards 


2.   Standardization 
of  coverage 


3.    Regulation  of 
economic  value  for 
policies  (either 
direct  rate  regulation 
or  loss  ratio 
regulation) 


Consumer  information 
and  disclosure 


5.   Strict  enforcement 


Purpose 

Assure  policies 
offered  provide 
meaningful  coverage 
in  relation  to  the 
purposes  for  which 
they  are  sold. 


Permits  only  a 
limited  number  of 
standard  policies. 

Assumes  that 
consumer*  are 
unable  to  choose 
intelligently  among 
too  numerous  and 
varied  choices. 

Regulate  the 
economic  content  of 
policies  by 
controlling  the 
prices  which 
insurers  can  charge 
for  them. 

Assures  consumers 
that  all  insurance 
products  offer  a 
reasonable  level  of 
economic  value. 


Information 
provided  to 
consumers  to  enable 
them  to  exercise 
informed  choice 
in  health  insurance 
purchases. 

Assures  that  laws 
regarding  unfair 
sales  practices  and 
advertising  are 
strictly  enforced. 

Claims  handling, 
policy  forms, 
and  rate  approval 
may  also  be 
closely  examined. 


Advantages 

Excludes  coverages 
from  the  marketplace 
which  are  inherently 
lacking  in  value. 


Enhances  price 
competition  by 
holding  product 
variables  more 
or  less  fixed. 


Consumers  can  be 
assured  that  premiums 
paid  are  reasonable  in 
relation  to  benefits 
received. 


Information 
provided  can  assist 
consumer  to  make 
rational  choice. 


Companies  and  agents 
guilty  of  misconduct 
are  disciplined. 


Strict  punishment 
of  atHoes  may  have 
deterrent  effect  on 
subsequent  improper 
conduct. 


Disadvantages 

Difficult  to  determine 
appropriate  minimum 
ttandards. 


Consumers  may  have  fewer 
alternative  (and  possibly 
less  expensive)  products  from 
which  to  choose. 

May  limit  market's 
ability  to  respond  and 
adapt  to  changing  market 
conditions  and  consumer 
needs  and  desires. 


Authority  for 
rate  regulation, 
except  for  Blue 
Cross  and  Blue 
Shield  plans,  is 
uncommon. 


Loss  ratio  information 
may  be  hard  to  under- 
stand for  consumer  in 
comparing  policies. 

Difficulty  in  com- 
puting and  administer-* 
ing  loss  ratios. 

Senior  citizens  may 
not  be  able  to  make 
effective  use  of  health 
insurance  information. 

Counseling  by  disin- 
terested parties,  while 
effective,  may  be  costly. 

This  strategy 
requires  adequate 
budget  and  staff 
and  a  firm  commitment 
from  authorities. 
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Table  2 

PROPORTIONS  OF  SAMPLE  REPORTING  SPECIFIC  AGENT  SALES  ABUSES  THE 

LAST  TIME  THEY  SAW  AN  AGENT  FOR  POLICIES  NOT  PURCHASED  OR 

NOT  CURRENTLY  OWNED,  BY  STATE,  1982 

(Standard  Errors  in  Parentheses) 


California 

N=61 

Florida 
N=69 

Mississippi 
N=79 

New  Jersey 
N=17 

Washington    W 
N=70 

Wisconsin 
N=61 

Sales  Abuse 

Agent  claimed  to  be 
from  government 

2.4% 
(1.7) 

7.0% 
(3.4) 

4.9% 
(2.4) 

0% 
(0) 

3.1% 
(1.7) 

3.1% 
(2.3) 

Agent  claimed  policy 
approved  by 
government 

5.7 
(2.4) 

11.2 
(4.0) 

17.6 
(4.5) 

0 
(0) 

11.8 
(3.5) 

6.0 
(2.8) 

Excessive  pressure 
to  buy 

37.0 
(7.7) 

42.4 
(6.9) 

39.0 
(6.1) 

10.9 
(7.5) 

30.0 
(7.3) 

42.3 
(8.0) 

Agent  claimed  premium 
available  for  limited       16. 5 
time                                  (5.7) 

17.5 
(5.0) 

20.1 
(5.3) 

4.9 
(4.9) 

21.4 
(7.7) 

8.3 
(4.6) 

Agent  tried  to  frighten 
respondent 

23.9 
(6.7) 

29.1 
(6.0) 

27.6 
(5.8) 

13.0 
(8.8) 

23.0 
(7.3) 

15.7 
(5.4) 

Agent  pressured 
respondent  to  drop  a 
policy 

4.5 
(3.0) 

20.3 
(6.1) 

13.4 
(5.6) 

5.9 
(5.8) 

13.3 
(4.2) 

11.6 
(4.5) 

Agent  pressured 
respondent  to  buy  more 
than  one  policy 

18.7 
(5.7) 

11.5 
(5.1) 

12.8 
(5.2) 

0 
(0) 

5.0 
(2.5) 

12.7 
(4.7) 

Agent  claimed  policy 
would  pay  for 
everything  Medicare 
didn't  cover 

30.5 
(6.3) 

om  McCall, 
ite  Regulat 

42.6               37.2                12.1                44.4 
(8.2)              (5.5)              (8.3)              (7.5) 

et  al.   Medigap  -  Study  Comparative  Effectiveness 
ions.   Final  Report  (Consumer  Survey).  Menlo  Park, 

25.6 
(6.3) 

SOURCE:      Derived  tn 
Various  St( 

of 
CA: 

SRI  International,  1983,  p.  126. 

NOTE:  Percentages  are  weighted  according  to  study  sample  design.  Therefore,  the 

percentages  reflect  proportions  of  States'  Medicare  beneficiary  populations. 
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Table  4 

PROPORTIONS  OF  POLICIES  PURCHASED  BY  SAMPLE  MEMBERS  FOR  WHICH  SPECIFIC  AGENT 

SALES  ABUSES  WERE  REPORTED,  BY  STATE,  1982 
(Standard  Errors  in  Parentheses) 


c 

alifornia 
N=100 

Florida 
N=140 

Mississippi 
N=269 

New  Jersey 
N=15 

Washington 
N=94 

Wisconsin 
N=197 

Sales  Abuse 

i^ent  claimed  to  be 
from  government 

0.5% 
(0.5) 

0% 
(0) 

1.4% 
(0.8) 

0% 
(0) 

0% 
(0) 

3.4% 
(1.8) 

Agent  claimed  policy 
approved  by 
government 

3.3 
(2.2) 

6.7 
(3.1) 

9.9 
(2.2) 

0 
(0) 

9.4 
(3.4) 

14.1 
(3.7) 

Excessive  pressure 
to  buy 

6.6 
(3.1) 

2.0 
(1.1) 

5.8 
(1.5) 

0 
(0) 

3.8 
(1.8) 

12.2 
(4.0) 

Agent  claimed  premiuir 
available  for  limited 
time 

1 
5.2 
(2.8) 

0.9 
(0.9) 

4.4 
(1.4) 

0 
(0) 

1.7 
(1.2) 

3.0 
(1.4) 

Agent  tried  to  frighten 
respondent 

5.3 
(3.0) 

2.5 
(1.3) 

5.3 
(1.6) 

0 

(0) 

1.2 
(0.9) 

7.6 
(3.5) 

Agent  pressured 
respondent  to  drop  a 
policy 

3.4 
(1.8) 

3.5 
(1.7) 

2.4 
(1.1) 

0 

(0) 

5.4 
(2.1) 

4.4 
(2.4) 

Agent  pressured 
respondent  to  buy  more 
than  one  policy 

4.4 
(2.8) 

2.0 
(1.2) 

5.2 
(1.9) 

4.8 
(4.9) 

0.8 
(0.9) 

7.5 
(3.4) 

Agent  claimed  policy 
would  pay  for 
everything  Medicare 
didn't  cover 

21.5 
(4.8) 

14.9 
(3.9) 

19.5 
(3.1) 

21.7 
(11.4) 

25.0 
(4.8) 

25.5 
(4.6) 

SOURCE:      Derived  from  McCall,  et  al.  Medigap  -  Study  Comparative  Effectiveness  of 

Various  State  Regulations.   Final  Report  (Consumer  Survey).  Menlo  Park,  CA: 

SRI  International,  1983,  p.  131. 

NOTE:  Percentages  are  weighted  according  to  study  sample  design.  Therefore,  the 

percentages  reflect  proportions  of  States'  Medicare  beneficiary  populations. 
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Table  6 

PROPORTION  OF  SAMPLE  OWNING  AT  LEAST  ONE  HEALTH  INSURANCE  POLICY 

BY  STATE  AND  SELECTED  DEMOGRAPHIC  CHARACTERISTICS,  1982 

(Standard  Errors  in  Parentheses) 


California 

Florida 

Mississippi 

New  Jersey 

Washington 

Wisconsin 

N=416 

N=377 

N=475 

N=381 

N=418 

N=389 

Characteristic 

AH  sample  members 

76.9% 

82.3% 

69.2% 

76.1% 

81.4% 

80.3% 

(2.1) 

(1.9) 

(2.5) 

(2.1) 

(1.8) 

(2.2) 

Sex 

Male 

77.5 

80.9 

65.1 

76.6 

80.5 

78.3 

(3.6) 

(2.7) 

(3.8) 

(3.1) 

(2.4) 

(3.2) 

Female 

76.5 

83.5 

72.3 

75.8 

82.1 

81.7 

(2.4) 

(2.2) 

(3.0) 

(2.9) 

(2.3) 

(2.6) 

Age 

65-69 

78.9 

83.3 

70.3 

81.1 

85.4 

79.7 

(3.3) 

(2.9) 

(4.4) 

(3.0) 

(2.8) 

(3.3) 

70-74 

80.4 

82.7 

68.3 

76.7 

80.5 

82.5 

(3.1) 

(3.1) 

(3.8) 

(3.3) 

(3.0) 

(2.8) 

75  and  over 

72.3 

81.1 

68.9 

71.1 

78.3 

79.4 

(4.2) 

(3.3) 

(3.7) 

(4.6) 

(3.6) 

(3.9) 

Race 

White 

78.8 

85.4 

79.5 

78.8 

81.4 

8K1 

(2.2) 

(1.6) 

(2.2) 

(1.8) 

(1.9) 

(2.1) 

Nonwhite 

58.6 

22.0 

38.0 

43.5 

82.1 

33.8 

(9.0) 

(10.6) 

(4.8) 

(11.4) 

(6.9) 

(17.5) 

Education 

0-8  years 

65.5 

70.6 

54.6 

73.4 

77.1 

76.4 

(5.9) 

(5.6) 

(3.7) 

(3.5) 

(4.4) 

(3.4) 

9-12  years 

77.9 

84.3 

76.4 

77.6 

79.9 

83.0 

(3.0) 

(2.6) 

(3.0) 

(3.0) 

(2.7) 

(3.1) 

13  years  and  over 

84.6 

91.6 

88.5 

84.2 

87.5 

87.4 

(3.0) 

(2.0) 

(4.2) 

(4.0) 

(2.9) 

(4.1) 
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Table  6  (Continued) 


California 

Florida 

Mississippi 

New  Jersey 

Washington 

Wisconsin 

Characteristic 

Martial  status 

Married 

79.7% 

87.3% 

71.9% 

79.8% 

83.7% 

82.5% 

(2.7) 

(1.7) 

(3.3) 

(2.6) 

(2.1) 

(2.4) 

Not  married 

72.7 

74.4 

65.8 

72.4 

78.1 

78.2 

(3.9) 

(3.7) 

(3.8) 

(3.7) 

(3.3) 

(3.3) 

Income 

Less  than  $5,000 

55.9 

62.3 

60.4 

56.2 

68.0 

68.4 

(11.4) 

(8.2) 

(4.1) 

(8.2) 

(7.2) 

(6.1) 

$5,000-$9,999 

71.8 

80.1 

70.4 

78.2 

76.6 

84.9 

(4.4) 

(3.5) 

(4.1) 

(3.9) 

(3.6) 

(3.0) 

$10,000-$19,999 

82.4 

89.8 

84.8 

80.7 

90.0 

86.0 

(3.7) 

(3.3) 

(3.9) 

(4.0) 

(2.1) 

(3.2) 

$20,000  and  over 

91.6 

94.8 

93.2 

91.5 

93.7 

98.3 

(2.6) 

(2.1) 

(4.0) 

(3.4) 

(2.4) 

(1.7) 

Health  status 

Excellent 

77.4 

85.4 

81.5 

81.0 

80.2 

80.5 

(4.0) 

(3.4) 

(3.5) 

(4.0) 

(2.9) 

(3.8) 

Good 

80.5 

85.5 

72.3 

78.2 

83.0 

81.1 

(2.6) 

(2.3) 

(3.9) 

(3.4) 

(2.7) 

'(2.9) 

Fair 

73.5 

80.1 

66.9 

71.7 

83.3 

79..  5 

(5.7) 

(4.2) 

(4.5) 

(4.3) 

(3.6) 

(4.0) 

Poor 

60.4 

62.5 

51.9 

61.2 

63.0 

78.9 

(10.8) 

(9.0) 

(6.6) 

(9.6) 

(12.4) 

(10.7) 

SOURCE:  McCall,  et  al.  Medigap  -  Study  Comparative  Effectiveness  of  Various  State 
Regulations.  Final  Report  (Consumer  Survey).  Menlo  Park,  CA:  SRI 
International,  1983^  pp.    101-102. 

NOTE:  Percentages  are  weighted  according  to  study  sample  design.  Therefore, 

proportions  of  States'  Medicare  beneficiary  population. 
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Table  7 


PROPORTIONS  OF  THE  HEALTH  INSURANCE  POLICIES  COLLECTED 
HAVING  VARIOUS  CHARACTERISTICS,  BY  STATE,  1982 


California 

Florida 

Mississippi 

New  Jersey 

Washington 

Wisconsin 

N=104 

N=97 

N=135 

N=117 

N=154 

N=123 

Characteristics 

Content  of  coverage 

100.0% 

100.0% 

100.0% 

100.0% 

100.0% 

100.0% 

Medicare  supplement 

53.5 

57.2 

53.6 

71.7 

63.7 

52.4 

Hospital  indemnity 

14.7 

23.3 

18.3 

9.4 

3.9 

17.3 

Specific  disease 

1.4 

1.8 

12.4 

0 

2.5 

9.8 

Nursing  home 

3.6 

3.7 

0.6 

1.0 

5.1 

1.9 

HMO 

9.3 

1.4 

0 

0 

7.6 

2.0 

Major  medical 

15.7 

7.6 

8.6 

9.5 

14.1 

10.8 

Other 

1.8 

5.0 

6.5 

8.4 

3.0 

5.8 

Kind  of  insured 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

Individual 

56.2 

59.9 

74.9 

30.0 

71.3 

73.5 

Employer  group 

27.0 

14.1 

12.4 

20.0 

16.7 

16.8 

Conversion 

1.8 

7.6 

1.6 

34.6 

4.7 

0 

Association  group 

14.9 

18.4 

11.1 

15.4 

7.3 

9.7 

Status  of  Company 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0' 

Commercial 

51.1 

51.1 

61.4 

25.2 

34.3 

56.2 

Blue  Cross/Blue  Shield 

38.3 

45.7 

37.6 

74.3 

50.2 

41.3 

Other 

10.6 

3.3 

1.1 

0.5 

15.5 

2.5 

SOURCE:  McCall,  et  al. 

Medigap  - 

Study  Comparative  Effectiveness  of 

Various  State 

Regulations. 

Final    Report    (Consumer    Survey). 

Menlo    Park 

,    CA:        SRI 

International,  1983,  pg.  105. 

NOTE:       Percentages  are  weighted  according  to  study  sample  design.     Therefore,  the 
percentages  reflect  proportions  of  States'  Medicare  beneficiary  populations. 
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Table  9 

AVERAGE  "FINAL  ESTIMATED  VALUE  OF  BENEFITS,  1982, 

BY  STATE  AND  CONTENT  OF  COVERAGE 

(Standard  Errors  in  Parentheses) 


California 
(N=70) 

Florida 
(N=108) 

Mississippi 
(N=170) 

New  Jersey  Washington 
(N=124)          (N=124) 

Wisconsin 
(N=127) 

Content  of  Coverage 

, 

All  policies 

$337 
(49) 

$215 
(22) 

$127 
(9) 

$228 
(9) 

$307 
(17) 

$248 
(20) 

Medicare  supplement 
N=434 

382 
(28) 
n=36 

274 
(16) 
n=62 

166 

(11) 
n=83 

246 
(6) 
n=107 

290 
(14) 
n=75 

304 
(19) 
n=71 

Hospital  indemnity 
N=149 

101 
(14) 
n=21 

151 
(40) 
n=31 

85 
(9) 
n=43 

94 
(12) 
n=14 

145 
(33) 
n=10 

96 
(17) 
n=30 

Specified  disease 

N=42 

* 

* 

31 

(2) 
n=29 

** 

42 
(8) 
n=5 

* 

Nursing  Home 
N=23 

16 
(2) 
n=5 

12 

(1) 
n=5 

* 

« 

63 
(22) 
n=9 

* 

HMO 
N=31 

* 

* 

** 

** 

602 
(24) 
n=20 

345 

(17) 

n=5 

Major  medical 
N=28 

* 

* 

279 

(28) 

n=6 

* 

415 
(8) 
n=5 

394 
(65) 
n=ll 

Other 
N=16 

* 

* 

116 

(39) 

n=7 

** 

** 

252 

(75) 

n=6 

*     Fewer  than  5  observations  are  in  this  cell. 
**    There  are  no  observations  in  this  cell. 


SOURCE:      Derived  from  McCall,  et  al.   Medigap  -  Study  Comparative  Effectiveness  of 
Various  State  Regulations.   Final  Report  (Consumer  Survey).  Menlo  Park, 
CA:  SRI  International,  1983,  p.  117. 

NOTE:  Percentages  are  weighted  according  to  study  sample  design.  Therefore,  the 

percentages  reflect  proportions  of  States'  Medicare  beneficiary  populations. 
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DEPARTMENT  OF  HEALTH  &  HUMAN  SERVICES  Of^r^    •  nso  :  ..  ^-j 


Memorandum 


^'^^    ^  Hii^^ra  P.  Kusserow 
Inspector  General 

Subiec!    Medigap   Insurance 


To 


The  Secretary 
Through :   US 
COS  " 
ES 


This  memorandum  is  in  response  to  specific  questions  raised  by 
your  staff  on  GAO's  report  on  Medigap  insurance.   Specifically, 
information  was  requested  on: 

o  GAO's  findings  on  insurers  with  loss  ratios  significantly 
below  the  60  percent  level; 

o  GAO's  basis  for  its  findings;  and  of  primary  concern, 

o  what  options  could  be  available  if  the  Department  wanted  to 
recommend  remedies,  such  as  sanctions,  against  insurers 
failing  to  meet  the  60  percent  loss  ratio. 

Before  answering  the  specific  questions,  let  me  give  you  a  qui elf 
overview  of  this  report.   GAO  concludes  overall  that  the  Baucus 
Amendment,  when  combined  with  State  efforts,  "appears  to  be 
meeting  its  objectives  of  protecting  the  elderly  against  substan- 
dard Medigap  policies  and  providing  them  with  information  on  how 
to  select  Medigap  policies."  Accordingly,  GAO  makes  no 
recommendations . 

BACKGROUND ;   The  1980  Baucus  Amendment  established  minimum  stan- 
dards that  insurers  must  follow  before  they  can  market  Medicare 
supplemental  insurance  as  Medigap  policies.   Baucus: 

, .  requires  a  minimum  level  of  benefits  coverage  as  well 
as  certain  provisions  such  as  a  "free  look"  period 
during  which  an  insured  may  return  an  unwanted  policy 
and  get  a  refund  of  any  premiums  paid, 

. .  sets  a  target  level  of  benefit-to-premium  payout  called 
a  loss  ratio  (set  at  60  percent  for  individual  policies 
and  75  percent  for  group  plans),  and 

..  establishes  Federal  criminal  penalties  for  engaging  in 
abusive  sales  and  marketing  practices. 
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Because  insurance  regulation  has  historically  been  a  State 
responsibility,  the  Baucus  Amendment  relies  primarily  on  the 
States  to  enforce  the  Medigap  standards.   Federal  respon- 
sibilities involve  determining  whether  State  laws  and  regulations 
are  equivalent  to  Baucus  standards  and  certifying  policies  on  a 
voluntary  basis  in  States  that  do  not  have  equivalent-  laws  and 
regulations. 

Once  a  State's  program  is  approved,  the  State  is  only  required  to 
annually  self -certify  its  continued  compliance.   Since  only  four 
States  have  yet  to  adopt  Medigap  standards,  the  program  is  now 
essentially  State-run.   As  for  voluntary  certifications.  Federal 
involvement  has  been  limited — only  two  policies  have  been 
submitted  to  the  Department  for  review  and  neither  had  been 
certified  as  of  September  1986. 

In  general  terms,  a  policy's  loss  ratio  is  the  percentage  of  pre- 
miums collected  that  are  paid  out  in  benefits;  it  is  computed  by 
dividing  the  amount  of  incurred  claims  by  the  amount  of  earned 
premiums  for  the  reporting  period.   However,  in  the  Baucus  amend- 
ment the  loss  ratio  is  the  "expected"  ratio  between  premiums  and 
benefits  paid,  not  a  ratio  that  must  be  met.   Thus,  if  the 
insurer  demonstrates  to  the  State  (in  accordance  with  accepted 
actuarial  principles)  that  it  anticipates  paying  out  enough  in 
benefits  to  meet  the  specified  loss  ratios  (60  percent  or  75 
percent),  it  has  met  the  loss  ratio  requirement.   So,  for 
example,  the  60  percent  standard  for  individual  policies  means 
that  it  is  anticipated  that  60  cents  of  the  premium  dollar  will 
be  paid  out  in  benefits. 

GAP  FINDING  ON  LOSS  RATIOS 

Although  GAO  notes  that  many  individual  policies  did  not  meet  the 
target  loss  ratios  of  the  Baucus  amendment,  they  don't  report  this 
as  a  major  issue.   Rather,  they  note  that  loss  ratios'  must  be 
interpreted  with  care  and  that  when  they  fall  below  a  minimum,  it 
should  mark  the  beginning  of  research  to  determine  the  cause  of 
the  variance. 

GAO  obtained  data  on  398  policies  for  which  1984  premium  and 
claims  information  was  reported  by  92  commercial  firms  and  13 
Blue  Cross/Shield  plans.   They  reported  that  the  loss  ratios  of 
254  plans  were  below  the  Baucus  targets.   Overall,  the  aggregate 
loss  ratios  for  the  commercial  companies  ranged  from  59.2  to  65.3 
percent  in  1983-84.   For  the  Blues'  the  range  was  81.1  to  85.3. 
GAO  found  that  the  policies  offered  by  commercial  firms  with  high 
volumes  of  earned  premiums  and  Blue  Cross/Shield  plans  had  loss 
ratios  that  exceeded  the  targets. 

Although  each  State  reviewed  had  requirements  for  Medigap  poli- 
cies to  have  an  anticipated  loss  ratio  at  least  equal  to  the 
Baucus  Amendment  targets,  there  is  no  mandatory  requirement  that 
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the  plan  meet  it.   The  Department  has  already  gone  on  record  and 
said  that  the  statute  does  not  require  that  actual  loss  ratio 
experience  be  compared  with  what  was  anticipated.   GAO  finds  the 
Department's  position  reasonable. 

GAO  appropriately  includes  a  word  of  caution  in  this  section 
noting  that  while  loss  ratios  are  useful  tools  in  analyzing 
insurance  policies,  the  data  must  be  interpreted  with  care. 
Factors  such  as  early  policy  experience  and  the  overall  condition 
of  the  policy  holder  all  influence  the  loss  ratio.   Thus,  loss 
ratios  should  be  viewed  over  the  time  that  represents  mature 
experience. 

REMEDIES  AVAILABLE  FOR  NOT  MEETING  LOSS  REQUIREMENTS 

The  Department  has  taken  the  position  as  mentioned  above  that 
States  are  not  required  to  compare  actual  loss  to  that  antici- 
pated.  Therefore,  it  would  be  hard  pressed  to  build  a  sound  case 
for  sanctioning  insurers  unless  an  increase  in  Federal  respon- 
sibility was  proposed. 

GAO  found  moreover  that  several  States  on  their  own  accord  were 
requiring  insurers  to  furnish  actual  loss  ratio  information 
(i.e.,  earned  premiums  and  incurred  claims).   Further,  GAO  notes 
that  there  is  a  movement  afoot  by  the  industry  to  standardize 
annual  reporting  to  States  of  such  information.   Beginning  with 
data  covering  calendar  year  1985,  the  States  should  receive  stan- 
dardized loss  ratio  information,  which  will  aid  them  in  moni- 
toring loss  ratio  experience,  if  they  choose  to  do  so.   More  than 
likely,  they  will. 

Possible  Federal  action.   The  fact  remains  that  insurers  are 
apparently  making  excessive  profits.   Even  the  60  percent  level 
appears  excessive,  considering  that  Medicare  administrative  costs 
run  only  2  to  3  percent.   This  indicates  that  much  of"  the 
insurers'  remaining  40  cents  of  the  premium  dollar  is  profit. 

The  following  are  several  remedies  which  the  Department  might 
consider  in  developing  recommendations  in  this  area: 

Potential  Options; 

i.   A  remedy  the  Department  might  consider — if  a  stronger  Federal 
role  was  advocated — is  proposing  a  change  to  the  Baucus 
Amendment  to  increase  the  loss  ratio  and  make  it  mandatory 
(thus  providing  the  Federal  Government  with  sanction 
authority).   When  insurers  consistently  fail  to  meet  the  loss 
ratio  for  established  plans,  sanctions  by  the  Federal 
Government  might  include:   (1)  denying  the  insurer  the  privi- 
lege of  using  the  label  "Medicare  supplement,"  or  (2) 
imposing  a  civil  monetary  penalty. 
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2.  If  the  loss  ratio  is  left  alone,  an  alternative  might  be  to 
at  least  require  some  sort  of  catastrophic  coverage  in 
Medigap  policies.   Given  the  high  profits  insurers  are 
apparently  making,  catastrophic  coverage  might  well  be 
offered  at  no  additional  premium  cost  to  beneficiaries. 

3.  Another  possibility  is  to  require  States  to  enforce 
compliance  with  loss  ratios.   This  may  be  premature  since 
States  are  already  moving  in  this  direction.   Instead,  the 
Federal  Government  may  wish  to  prepare  model  legislation  for 
States  to  enact  in  order  to  impose  penalties. 

Your  report  on  catastrophic  illness  expenses  discusses  an  option 
to  modify  Medigap  insurance  regulations  to  improve  the 
catastrophic  protection  available.   The  option  also  points  out 
that  insurance  regulation  is  a  State  responsibility. 
Consequently,  it  appears  that  any  remedy  the  Department  imple- 
ments, must  take  into  consideration  the  traditional  role  of 
States. 

We  hope  that  this  analysis  of  the  GAO  report  as  well  as  our 
discussion  of  the  possibilities  available  to  you  and  your  policy- 
makers will  be  helpful  in  deliberating  the  factors  to  be  con- 
sidered in  addressing  the  problems  in  the  Medigap  industry. 
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